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OMAN: 


(All values in millions of US dollars unless 
1 Rial Omani = $2.90; 


Exchange Rate: 


Output, Investment, Labor 


GNP (current prices) 
Government Investment 

Private Investment 

Crude oil production (000 b/d) 
Expatriate labor force (000) 


Money and Prices 


Money supply (MI) 
Quasi money (Time €& Savings 
Deposits) 
Private Domestic Liquidity (M2) 
Central Bank of Oman assets 
Commercial bank assets 
Interest rates: Deposits 
Loans 
Imported food price index 
(1978 = 100) 


Government Finance 


Government revenues* 

Government expenditures 

Budget surplus or deficit* 

External public debt 

External public debt service 

Debt service ratio (debt ser- 
vice to exports) 


Foreign Trade 


Crude oil exports 

U.S. share 

Non-oil exports 

Imports (Recorded & Estimated 
Unrecorded) 

Recorded imports from U.S. 

% of U.S. market share 

Balance of trade 

Services &€ private transfers 

Current account balance 

Official loans & transfers 

Overall balance 

Gross official: reserves** 

Net foreign assets** 


NOTE: 
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KEY ECONOMIC INDICATORS 


1979 


2967.8 
629.0 
292.8 
295.1 
126.9 


361.2 


343.5 
704.6 
470.1 
1184.6 
6.9% 
10.6% 


108.9 


2186.1 
1885.2 
+303.8 
476.5 
164.3 


7.6% 


2161.4 
13.1% 
120.53 


1S fos 
100.3 
8.0% 
784.6 
922.9 
261.7 
168.4 
325.8 
738.6 
673.6 


1980 


907252 
959.2% 
s8637 
283.3 
148.0 


464.1 


461.2 
$25.2 
783.2 
1682.6 
6.1% 
10.1% 


119.3 


DIG 9s 
2680.3 
+26.1 
490.1 
239.1 


6.6 


3607.5 
3.0% 
144.9 


2067.5 
98.8 
5.7% 

1684.9 
606.4 
1078.6 
105.8 
1227.0 
1830.4 
1900.6 


Figures are compiled from various sources. 


Change 
79-80 


+70.9% 
+52.5% 
+32.1% 
- 4.0% 
+16.6% 


+28.5% 


+34.3% 
+31.3% 
+66.6% 
+42 .0% 
-11.6% 
- 4.7% 


+27..1% 
+42.2% 
-91.4% 
+ 2.9% 
#45 .5% 


-13.2% 


+66.9% 
-77.0% 
+19.9% 


+38.0% 
- 1.5% 
-28.8% 
+#114.7% 
+16.0% 
+312.2% 
-~37.2% 
+276.6% 
+147.8% 
+182.2% 


revised from previous Economic Trends Reports. 


* Excludes State General Reserve Fund. 
** Includes State General Reserve Fund. 


P= Provisional. 


otherwise indicated) 


$1 = RO .345 


NA 


631.0 


656.8 
1287.8 
1115.1 
2109.0 

6.9% 
11.1% 


L226 7 


3803.5 

3403.8 

+288.4 
NA 
NA 


NA 


4424, 3P 
7.6%P 
276.8P 


2725:.5P 
178.0P 
7.8%P 
197S55-7P 
193.62 
1182.0P 
290.1P 
1109.3P 
2894.8 
3105.8 


Some figures have been 





SUMMARY 


As in other oil producing countries, slumping oil prices have led 
to a slowdown in the Omani economy in 1982. Oman's ambitious 
Second Five Year Development Plan (1981-85), based on projected 

oil prices exceeding $40/barrel, has necessarily suffered some cut- 
backs given the prevailing $34/barrel price. However, the Govern- 
ment is moving ahead with most of its developmental agenda. Bar- 
ring another round of substantial OPEC price cuts and a consequent 
decline in oil revenues, the outlook for Oman is continued but more 
modest growth. 


Crude production, the key to Oman's oil-based economy, has in- 
creased to about 330,000 bpd in 1981 and 1982, and the Government 
has announced plans to boost output by another 10 percent to 
360,000 bpd in 1983. Recoverable reserves, now conservatively 
estimated at 2.9 billion barrels, give Oman the capacity to pro- 
duce at current rates for another 20-25 years, and active oil 
exploration is ongoing. Oman is also beginning to more fully 
utilize its modest natural gas reserves. 


Non-oil resources are limited. The principal development to date 
in the minerals sector is the copper mine and smelter at Sohar, 
scheduled to begin operations in 1983. Although some progress is 
being made in improving and diversifying agricultural production, 
output - and potential - remains small. Fisheries resources hold 
more promise for the future. To help diversify the economy, the 
Government is promoting domestic manufacturing, particularly small 
scale import substitution industries backed by private investment. 
Oman remains highly dependent upon its foreign workforce, now more 
than 145,000 and still growing. 


Thanks to oil income ($4.4 billion in 1981) in recent years, the 
Omani Government has enjoyed a balanced budget, which it is 
committed to maintain. Hence lower revenues mean cutbacks in 
spending and more requests for external assistance from Arab 
donors. Oil revenues have also created a healthy balance-of-pay- 
ments surplus: $2 billion in 1981. Japan has firmly established 
itself as Oman's principal trading partner for imports as well as 
oil exports. 


Despite stiff foreign competition, especially from Japan and the 

UK, attractive opportunities exist for U.S. firms willing to make 
the necessary commitment. U.S. exports to Oman, which climbed 

80 percent to $178 million in 1981, are strongest in the heavy 
machinery and transport equipment category. While U.S. invest- 
ment in Oman is concentrated in the oil sector, there are other 
opportunities in manufacturing, fisheries, mining, and agriculture. 
Firms properly qualified and registered are welcome to bid on 
tenders for major government projects. U.S. companies enjoy 

special advantages under construction programs sponsored by the 

U.S. Army Corps of Engineers and the Omani-American Joint Commission. 
A good market also exists for consultancy and professional services. 
In sum, the climate is favorable for improved US-Omani commercial 
relations. 





OVERVIEW 


1982 has marked a period of retrenchment for the Omani economy. 
Skyrocketing oil prices in the wake of the Iranian revolution 
generated rapid economic expansion in 1979-81. But the current 
slump in the world oil market has reduced government revenues 
and dampened the recent mini-boom. 


In Oman, as in other developing countries, the key to economic 
growth is government spending. The current blueprint for 
economic development is Oman's Second Five Year Development 
Plan (1981-85), which calls for expenditures of $21.5 billion 
over the Plan period. The Government's program includes con- 
tinued expansion of basic infrastructure, more social welfare 
programs, and economic diversification in such areas as agri- 
culture, fisheries, minerals, and manufacturing. The Plan also 
emphasizes the need for more domestic private investment. 


The Plan assumed five percent annual oil price increases (in 
nominal terms) over the 1980 price level of near $40/barrel. 
Given that the price has instead dropped to $34/barrel, cut- 
backs have become necessary. Although the basic thrust of the 
Plan remains, certain undertakings have been scaled down or 
postponed. The Government is committed to maintaining a gener- 
ally balanced budget and is thus seeking additional assistance 
from Arab donors (who are themselves feeling the crunch from 
declining oil revenues). The Gulf Cooperation Council (GCC), 
whose six members are beginning to implement the provisions of 
a Unified Economic Agreement reached in 1981, may turn out to 
be an important source of economic aid. 


The Gross Domestic Product (GDP) growth in 1981 -- when the 
drop in oil prices was just starting to take effect -- was 
impressive: up 22 percent overall to $6.8 billion at current 
prices, including a 24 percent increase in the non-oil sector, 
although critical areas such as agriculture, fisheries, and 
industry continue to lag; 1981 also witnessed record growth 
in domestic investment. Government and private capital forma- 
tion totalled $1.7 billion, almost one-quarter of the GDP. 


Because of the oil situation,Oman could not match this growth 
record in 1982. Likewise, the outlook for 1983 and beyond 
depends primarily on developments in the oil market. Despite 
plans to boost oil production by 10 percent in 1983, a further 
cut in prices could deal Oman's development programs a signifi- 
cant blow. Barring a substantial reduction in oil revenues, 
the outlook is for continued but more modest growth in the near 
term. 





RESOURCES 


OIL AND GAS: Petroleum remains the cornerstone of the over- 
whelmingly oil-based Omani economy. In 1981 crude oil accounted 
for 94 percent of export earnings ($4.4 billion) and 64 percent 
of Gross Domestic Product ($4.3 billion). Although Oman is not 
a big producer by regional standards, crude output increased 
from 283,000 bpd in 1980 to 328,000 bpd in 1981, largely due to 
new fields in Dhofar coming on-stream. 


During 1982 production has been running at the Government's 
target level of 330,000 bpd, but revenues have dropped because 
of slumping prices. In January 1981 Oman was selling its 36* 
API crude for $39.50/barrel; in the second half of 1982 the 
price had dropped to $34/barrel. Oman is a member of neither 
OPEC nor OAPEC and has historically been a price follower. 
Lately, though, Oman has begun to coordinate more closely on 
oil policy with other members of the Gulf Cooperation Council 
(Bahrain, Kuwait, Qatar, Saudi Arabia, and the UAE). Develop- 
ments in OPEC will determine how Omani crude prices move in the 
near future. 


In order to make up for lost revenues in late 1982, the Govern- 
ment announced its decision to boost crude production by 10 
percent, probably beginning sometime in early 1983. This 

would raise production to about 360,000 bpd, the highest level 
since the historic peak of 366,000 bpd achieved in 1976. Thanks 
to recent discoveries and new enhanced recovery techniques, 
estimated recoverable reserves have increased to 2.9 billion 
barrels as of 1/1/82 -- about 20-25 years at current production 
rates. This figure is a conservative estimate, likely to be 
revised upward. 


In 1982 the Omani Government ceased playing the spot market 

with quarterly contracts and reinstituted annual term agree- 
ments. The principal customer is Japan, which purchased about 
one-half of Oman's crude in 1981. West Germany, the Netherlands, 
and Singapore are other major buyers. The United States pur- 
chased 9.1 million barrels in 1981, about 8 percent of Omani 
exports. 


The primary producer in the country is Petroleum Development 
Oman (PDO), owned 60 percent by the Government and 40 percent 
by the foreign partners: Shell, the operator (34 percent); 
CFP (4 percent); and Partex (2 percent). PDO, which has been 
in operation since 1967, produced almost 320,000 bpd in 1981, 
including about 45,000 bpd from Marmul and other southern 
fields; 1981 was a successful exploration year, and PDO 
commissioned several new fields in Dhofar. In October 1982, 
PDO officially inaugurated its second major production center 
in Dhofar at Rima. The 34* API Rima crude is particularly 
attractive since it is much ligher than the standard Dhofar 
blend of heavy 17-23* API. The Government expects Rima to pro- 
duce 45,000 bpd by 1984. 





The only other producer in Oman is Elf Aquitaine, which heads a 
foreign consortium in the Butabol concession in western Oman. 
Elf's Sahmah field there has been producing 11-12,000 bpd of 
extremely light (45* API) crude since late 1980. Elf is currently 
drilling new development wells at Sahmah in hopes of boosting 
output to 20,000 bpd. 


Active exploration continues throughout the country. PDO has 11 
rigs in operation. Elf is drilling offshore near the Musandam 
Peninsula, where some gas and condensate have previously been 
discovered. Amoco (offshore) and Gulf (onshore) have conducted 
drilling programs during 1982, and BP will reportedly resume 
drilling shortly. Seismic work is proceeding in five new con- 
cession blocks awarded in 1981 to Amoco, Japex, Japan Petroleum 
Development, and Elf. As all are committed to drill a number 
of exploration wells during the concession terms, considerable 
drilling activity is expected in 1983-84. 


In the past Oman has exported all its crude and has relied on 
imported refined products for domestic consumption. This 

changed with the opening of Oman's first refinery in November 
1982. The 50,000 bpd (intake capacity) topping plant is designed 
to meet domestic requirements for gasoline, jet fuel, diesel, 
kerosene, and bunker fuel. The Government has awarded the re- 
finery management contract to Ashland 0il of the United States. 

A lube oil blending plant has been proposed to complement the 
refinery, but plans for an asphalt unit have been shelved for 
now. 


Oman may have a second refinery, strictly for export purposes, 
in the next couple of years. The GCC has recently commissioned 
a feasibility study for a large export refinery on the Omani 
coast, perhaps to be supplied with crude piped across Oman from 
Saudi Arabia and other Gulf states. 


Natural gas reserves are also fairly modest: about 6 trillion 
sef, of which 1.5 trillion scf is associated gas. This is con- 
sidered too small for an LNG industry and may not be sufficient 
to provide feedstock for downstream petrochemicals applications; 
1981 production figures were 360 mmscfd for associated gas and 
119 mmscfd for non-associated. Associated gas is processed at 
the Yibal NGL/LPG plant; the butane product is bottled and sold 
locally, while the tail gas is added to the non-associated pro- 
duction and is used for fuel purposes in power plants, industry, 
etc. The Government is attempting to reduce flaring, which in 
1981 averaged 144 mmscfd. 


An upcoming major gas project will more than double the capacity 
of the natural gas treatment plant at Yibal (from 125 mmscfd to 
325 mmscfd). The expansion program also involves drilling new 
gas wells and installing additional compressors on existing gas 





pipelines. The enhanced supply should help meet ever-increasing 
demand for gas as fuel. Two U.S. firms, Bechtel and Parsons, 
are among those short-listed for the $130 million project. 


Omani Government policy isto conserve resources by using gas 
rather than diesel for industrial fuel wherever possible. A 
226 km 16" gas pipeline from the capital area up the Batinah 
Coast to the copper smelter at Sohar was completed in 1981. A 
new 292 km 16" line carries gas south from central Oman for use 
as fuel in the Dhofar oil fields, where sweet gas is scarce. 
The Government has approved the design for a pipeline to carry 
gas from Marmul south over the mountains to Salalah, but imple- 
mentation of the project is contingent upon funding. 


MINERALS: Despite indications of some mineral wealth, there 
has been little development to date in the minerals sector. 

The major project underway is a copper mine and smelter at Sohar 
run by the government-owned Oman Mining Company (OMC). Reserves 
of 11-12 million tons of copper ore have been identified at the 
Lasail, Aarja, and Bayda mines. The smelter will process up to 
3500 tons of ore daily, turning out 20,000 tons per year of 
electrolytically refined copper. 


The copper project's original price tag was $155 million (in- 
cluding a $100 million grant from Saudi Arabia), but costs now 
reportedly exceed $200 million. After numerous delays, the 
facility is scheduled to open in mid-1983. It is rumored that 
the Saudi Cable Company is willing to purchase much of the re- 
fined copper, but some observers question the project's profit- 
ability given continuing weak demand on the world copper market. 


Chromite is also present in the Sohar area, and OMC has estab- 
lished a chromite division to exploit this resource. The 
Ministry of Petroleum and Minerals is now pre-qualifying inter- 
national firms for a prospection project -- with emphasis on 
copper and chromite -- in other parts of northern Oman. Several 
U.S. companies hope to participate. 


A salt refinery in Quriyat is scheduled to open in 1983. The 
$5.2 million plant will produce 8000 tons of salt annually for 
commercial and industrial use. Among other minerals, deposits 

of asbestos and manganese have been identified, and some marble 
is mined. A recent consultancy study by a British firm indicates 
that substantial gypsum reserves are present in Dhofar. To 
identify additional resources the Government awarded a geological 
mapping contract to BRGM (French) in 1982. BRGM will conduct an 
extensive minerals survey over the next three years. 


AGRICULTURE: Although an estimated two-thirds of the native 
Omani population derive their livelihood from traditional agri- 
culture and fishing, these long-neglected sectors -- historically 





the mainstay of the economy -- contributed less than five percent 
of non-oil GDP in 1981. Exports of products of Omani origin 
(chiefly agricultural produce and fish) have increased five-fold 
since 1977 but still totalled only $18.9 million in 1981. 


Arable land is limited in Oman: about 40,000 hectares are pre- 
sently under cultivation, with perhaps an equal amount of un- 
cultivated land suitable for farming. Harsh climate, poor soil, 
lack of water, and rural to urban migration are other constraints. 
Aware that these conditions make large agribusiness projects un- 
realistic, the Government seeks to develop agriculture by assist- 
ing individual farmers through better farming methods to improve 
and diversify production. This program has social value as well 
in that it induces farmers to remain on the land and not abandon 
their farms. 


Traditionally the main Omani crops were dates and limes, together 
with some goat husbandry. There is now emphasis on alfalfa, 
Rhodes grass, garden vegetables, poultry, and dairy/beef cattle. 
The Government's goal under the current Five Year Development 
Plan is to double domestic food-production, and some progress 

is being made. The government-owned Oman Sun Farms, for example, 
now exports fresh milk and hay to the UAE and has plans to. add 
beef cattle to its existing dairy herd. 


The Government has established two new institutions to promote 
agricultural development. The Oman Bank for Agriculture and 
Fisheries provides concessional credit and technical assistance 
to Omani farmers and fishermen. The Public Authority for Market- 
ing of Agricultural Produce was created to improve domestic food 
distribution and storage. An Agricultural College in Nizwa now 
boasts an enrollment of 150 students, while in Khaboura an experi- 
mental farm is administered under a program of Durham University 
of the UK. The Ministry of Agriculture and Fisheries is con- 
ducting soil and ground water surveys, building new agricultural 
research and extension centers, and carrying out a major program 
of maintenance and repair of the traditional falaj irrigation 
system. 


Recently completed projects include a 60,000 tons/year animal 
feed plant in Jibroo (capital area) and a 6000 tons/year banana 
packing plant in Salalah. The Omani-American Joint Commission 
for Economic and Technical Cooperation is initiating a water 
recharge project in Wadi al-Khoudh near Seeb. A low catchment 
dam will be built to halt runoff from the nearby mountains long 
enough to permit the water to soak into the soil and recharge 

the aquifer. If this pilot program proves successful, the scheme 
could be duplicated in numerous areas in mountainous Oman, limit- 
ing the wasteful runoff of scarce rainfall. 





FISHING: The fisheries sector has also suffered from long stag- 
nation. Most fishing in Oman is done by some 7-8,000 native 
fishermen who operate individually. Prospects for development 
are good, however, as Oman is blessed with a long coastline 
(1700 km) on the Indian Ocean. The waters are rich in sardines, 
tuna, kingfish, mackerel, red snapper, cuttlefish, and other 
species. Abalone are fairly abundant along the coast of Dhofar. 


Estimates of annual catch are notoriously inaccurate and vary 
widely. The most reliable estimate seems to be between 50,000 
and 80,000 tons. It is generally agreed that Oman's fisheries 
resources could support substantial expansion of the industry, 
but studies are needed to determine the size of stocks of various 
species. To this end the Government plans a $4.1 million marine 
science research center near Muscat. 


Government policy is to develop commercial fishing without jeop- 
ardizing the livelihood of the native fishermen. A Fishermen's 
Encouragement Fund was established in 1976 to administer distri- 
bution of outboard motors, boats, and nets at subsidized rates. 
The new Agriculture and Fisheries Bank, which also offers low- 
cost loans, has assumed responsibility for this program. Other 
government projects designed to aid fishermen include new cold 
storage facilities, distribution centers, marine workshops, and 
harbors and jetties. 


The Ministry of Agriculture and Fisheries development program is 
receiving an important boost through technical assistance and 
training sponsored by the Omani-American Joint Commission. A 
number of Omanis will be sent to the United States for studies 
and U.S. experts will.come to Oman to train their Omani counter- 
parts. 


Commercial fishing’ is carried out by Oman National Fisheries 
Company (ONFC), established in 1980 with ownership split among 
private investors (60 percent), the Government (20 percent), 

and individual fishermen (20 percent). ONFC presently has four 
trawlers in operation, and the enterprise recorded a $1.3 million 
profit in 1981. Catch during the first 12 months of operation 
(August 1981 - August 1982) totalled 5000 tons; 70 percent of 

the catch is frozen for export, primarily to other Gulf countries, 
Jordan, and the Far East. ONFC plans expansion of its trawling 
fleet in the near future. 


Since 1977 the Korean Overseas Fishing Co. has enjoyed a fishing 
concession along the southern Omani coast. Under terms of the 
contract» the Koreans give the Omani Government 30 percent of the 
catch (this amounted to 6600 tons in 1981) and provide training 
for Omanis. It is not yet certain whether the concession agree- 
ment will be renewed in 1983. 





INFRASTRUCTURE 


TRANSPORTATION: Road building is a top priority of the Omani 
Government, and the Ministry of Communications generally re- 
ceives the lion's share of the civil development budget. Oman's 
principal communities, including Salalah, are now linked by 
paved highways. By 1985 the Government hopes to have a network 
of over 3700 km of paved roads supplemented by almost 17,000 km 
of graded surface. The 260 km highway from Muscat to the Dubai 
border is being widened to four lanes at the expense of the 
Dubai Government. Two major projects underway in the capital 
area are a bypass through the mountains between Darseit and 
Qurum and construction of three fly-overs on the existing dual 
carriageway. The Government has recently commissioned a con- 
sultancy study for widening the heavily traveled Muscat-Nizwa 
highway, the principal artery to the interior. Meanwhile, ex- 
tensive road building continues in the mountains surrounding 
Salalah. The World Bank has approved a $15 million loan to 
Oman for Phase II of a highway maintenance project to help Oman 
protect its large investment in infrastructure. 


Oman's principal port, Mina Qaboos, now boasts nine deep-water 
berths (an additional one is under construction) and a handling 
capacity of two million tons/year. A new container terminal 
with two 35-ton gantry cranes speeds cargo handling. Recorded 
tonnage during 1981 exceeded one million tons, and cargo traffic 
has increased during the first half of 1982. Maunsell Consult- 
ants of the UK are designing a c. $90 million expansion project 
involving building a new breakwater extending into nearby 
Shutaifi Bay. Among the numerous shipping lines with regular 
service to Mina Qaboos, American President Lines offers connect- 
ing service from the U.S. West Coast via Singapore, while 
Hellenic Lines and Barber Steamship Lines provide direct ser- 
vice from ports on the U.S. East Coast and Gulf of Mexico. The 
new, one million tons/year capacity Raysut Port adjacent to 
Salalah is still under-utilized, but cargo tonnage did reach 
380,000 tons during 1981. All Omani crude is exported from the 
single buoy moorings at Mina al-Fahal. 


Seeb International Airport has become a stopover for British 
Air and UTA flights between Europe and the Far East. Many 
other international and regional carriers provide service to 
Muscat, including Gulf Air, in which Oman has a one-quarter 
interest. Seeb Airport has acquired new electronic navigational 
equipment and a new wing of the passenger terminal will be 
built in 1983. Oman Aviation (0A), the Sultanate's domestic 
carrier, provides regular service from Muscat to Salalah on 
Boeing 737's leased from Gulf Air. OA has recently purchased 
a small fleet of Fokker F-27 500's for a commercial route to 
Musandam as well as charter service to the interior for PDO. 





TELECOMMUNICATIONS: The Government is investing $184 million 

-- including a $22 million loan from the World Bank -- in 
development of Oman's telecommunications system during 1981-85. 
The primary consultant for the expansion program is Norconsult 
(Norway). Siemens (W. Germany) recently won the contract for 

the first phase of the program, which involves digital switch- 

ing equipment, new telephone exchanges, and microwave and coaxial 
cable links worth about $90 million. The number of phone lines 

in the capital area should reach 44,000 by 1984, relieving the 
serious congestion problem currently plaguing the area. Siemens 
is also expanding Oman's international telex exchange to handle 
2700 subscribers. The Oman General Telecommunications Organiza- 
tion (GTO) has issued a tender for a new earth satellite station 
to be linked with Arabsat, scheduled for launching in 1984. 

Phase Two of the telecommunications master plan (1984-85) calls 
for further expansion of the telephone network, more long distance 
microwave links, and additional earth satellite stations. Domestic 
broadcasting will receive a boost from a new $20 million Ministry 
of Information radio studio planned for the Ministrv complex in 
Qurum. 


UTILITIES: Electric power capacity, presently about 345 MW 
countrywide, is expected to grow dramatically. General Electric 
(U.S.) has just installed two 25 MW gas turbines at the central 
power plant at Ghubrah. KHD (W. Germany) is putting in a 51 MW 
facility at Raysut; the diesel-powered plant has been designed 
for conversion to gas sometime in the future. Two new 30 MW gas 
turbine plants in the North, at Manah and Ras Suwadi, are on the 
drawing board for 1983. The major project underwav is a gas- 
powered facility in the Rusail industrial area, awarded in 1982 
to John Brown Engineering of the UK. The plant capacity will 
initially be 330 MW but may ultimately reach 500 MW, and the 
project value exceeds $100 million. 


A contract awarded last year to Hitachi 7Zosen (-Tapan) to double 
the capacity of the Ghubrah seawater desalination plant from 6 
to 12 million gallons per day is nearing completion. Another 
Jananese firm, JGC, is installing three small (22,000 gal/day) 
reverse osmosis units in communities along Oman's Shargiyah €ast) 
coast; seven more such units are planned for 1983. Sidem (France) 
will install a 120,000 gal/day vapor compression desalination 
system on Masirah Island. The proposal for a $90 million plus 
storage dam at Wadi Dayqah is still under study, and the Govern- 
ment has reportedly postponed the project until the next (Third) 
Five Year Development Plan due to budget constraints. 


INDUSTRY 


MANUFACTURING: The Omani Government is committed to free enter- 
prise, and an important component of the Second Five Year Develop- 
ment Plan is encouragement of private investment to build up the 
country's narrow industrial base. To this end the Government has 





set aside $345 million for interest-free loans to new industries 
in the manufacturing and mining sectors. Industrial-related GDP 
was $76.2 million in 1981, only three percent of the non-oil GDP 
total, but did represent 18 percent growth over 1980. 


Apart from the petroleum/minerals sector, Oman's largest indus- 
trial projects to date are two cement plants now under construc=- 
tion. The government-owned Oman Cement Co. is building a $146 
million plant in northern Oman with financial assistance from 

the Kuwait Fund for Arab Economic Development (KFAED). The plant 
should start up in late 1983 with an annual production capacity 
of 624,000 tons of ordinary portland and sulphate resistant ce- 
ment. A smaller facility (210,000 tons/year), owned by the Raysut 
Cement Co. (80 percent private; 20 percent Government), is being 
built near Salalah and should also open in 1983. When these 
plants come on-stream, the Government hopes to meet its goal of 
self-sufficiency in cement. 


To attract new industries the Government is establishing an ex- 
tensive industrial zone at Rusail in the greater capital area. 

The Ministry of Commerce and Industry is investing $61 million 

in site preparation, including roads, utilities, natural gas, 

and administration. Phase I includes 30 hectares of land suitable 
for more than 100 industrial plots; the first plots will be allo- 
cated in 1983. 


In its industrialization program, the Government has prudently 
chosen to emphasize light industry rather than big glamour pro- 
jects. The principal objective is impo~t sbstitution through 
more diversified local manufacturing. Among the enterprises now 
in operation are the manufacture of polyurethane foam, asbestos 
cement and PVC pipes, terazzo tiles, lime bricks, garments, 
furniture, shoes, corrugated boxes, vegetable oil, and plastic 
ware; bottling of mineral water and soft drinks; tire retreading; 
aluminum fabrication; and a flour mill. Plants now under estab- 
lishment include detergent, car batteries, biscuits/cookies, and 
organic fertilizer. Also on the drawing board is a disposable 
plastic syringe factory sponsored by the Jordan-based Arab Company 
for Drug Industries and Medical Applications (ACDIMA). 


The Omani business community is accustomed to the quick profits 
made through traditional merchant trade and has little experience 
with the long-term investment required for industrial enterprises. 
To attract domestic investment the Ministry of Commerce and In- 
dustry has identified a number of new projects, many of them 
calling for technical assistance -- and in some cases equity 
participation -- from international firms. Examples are lube oil 
blending, production of drilling mud, air-conditioner assembly, 
plastics conversion, electric panel and distribution board 
assembly, manufacture of electric transformers, and a steel roll- 
ing mill -- the latter a proposal that has surfaced periodically 
for several years. 





The Ministry will select the best proposals from interested local 
investors and award them exclusive licenses for production. The 
authorities may also impose tariff protection of up to 25 percent 
to give new industries a boost during their first few years. New 
industries qualify for financial assistance from the Oman Develop- 
ment Bank, which offers low-cost loans, occasionally participates 
in equity, and prepares feasibility and marketing studies for pro- 
posed projects. In 1981 ODB contributed $16.3 million to develop- 
ment projects in the private sector -- primarily in manufacturing. 


CONSTRUCTION: The local construction industry in particular has 
reaped great benefits from the economic mini-boom generated by 
the escalation in oil prices in 1979-80. And although the boom 
has begun to wane, builders are still catching up with what has 
been a severe shortage of residential housing and office space. 
Loans from the Oman Housing Bank, which totalled $54.2 million 
in 1981, have given residential construction a big boost. 


Government spending under the Five Year, Development Plan is also 
creating plenty of work for contractors; examples: new ministry 
buildings, schools, vocational training centers, clinics, and 
low-cost housing projects (the Plan calls for 4000 housing units 
to be built). The largest project is Qaboos University, Oman's 
first institution of higher learning. Cementation (UK) is the 
prime contractor for the c. $400 million university, which is 
slated to open in 1985/86 with five faculties and an initial en- 
rolliment of 500. 


Construction is an integral part of the domestic economy; 14 
percent of all firms registered in Oman are engaged in construcé- - 
tion,and the industry accounted for $374.8 million of the 1981 
GDP, an increase of 16 percent over 1980. After public adminis- 
tration,defense and commercial trade construction makes the 
largest contribution to non-oil GDP (15 percent). In the past 
the sector has been dominated by joint ventures involving large 
international contractors, particularly from the UK, Cyprus, 
Lebanon, and India. But more and more strictly Omani companies 
are developing the capability to handle large construction pro- 
jects. 


TOURISM: With its miles of scenic coastline, rugged mountains, 
numerous historical sites, and a mild winter climate, Oman has 

the makings of a successful tourist industry. But the Government 
has been reluctant to encourage tourism because of concerns about 
security as well as the societal impact, especially in the interior. 
The authorities are now moving cautiously ahead to promote tourism 
by residents on a modest scale. A small marina complex is to be 
built along the corniche between Mutrah and Muscat. At present 
the only hotel accommodations outside the capital area and Salalah 
are at the Nizwa Motel, which opened in 1980. Plans call for 
construction of several new guest houses along the new Nizwa- 
Thumrait highway and at Bandar Khairan, a scenic bay on the coast 





east of Muscat. As a pilot project the Government has approved 

a package tour, organized by local hotels and a British travel 
agency, in winter/spring 1983. A new 177-room luxury hotel 

under construction near Seeb Airport will help relieve the chronic 
shortage of hotel rooms during the winter months. Novotel of 
France will provide management services. 


LABOR 


Oman's rapid development over the past decade or so has been made 
possible by the importation of large numbers of expatriate workers. 
A serious shortage of skilled Omanis exists. Of a total Omani 
workforce of about 160,000, perhaps 100,000 are still’ engaged in 
traditional agriculture or fishing. Those in the modern economy 
are concentrated in the civil service and in commercial trade. 
In 1981 the foreign workforce was estimated to be about 145,000. 
A few thousand Westerners, particularly British, are found in 
executive and managerial positions and in skilled technical fields. 
The great majority of foreign workers (more than 90 percent) hail 
from the Indian subcontinent; they perform unskilled and semi- 
skilled labor, fill clerical jobs, etc. 


The Government is making a concerted effort to educate and train 
Omanis. Countrywide attendance in primary and secondary schools 
now exceeds 100,000, and over 1,000 Omanis are receiving higher 
education abroad. Five vocational training centers are in opera- 
tion, and seven more are planned. The Oman Labor Law gives Omani 
nationals priority in hiring. Still, the projected increase in 
manpower requirements under the current Five Year Development Plan 
exceeds the number of available Omani workers. Prospects are for 
continuing reliance on and expansion of the foreign workforce in 
the foreseeable future. 


FINANCE AND TRADE 


GOVERNMENT FINANCE: Since the escalation of world oil prices 
1979-80, the Omani Government has enjoyed substantially higher 
revenues and has maintained a balanced budget; 15 percent of 
Government oil income, plus any budget surplus left over at the 
end of the fiscal year, goes to the State General Reserve Fund. 
End of year accounts generally show a larger surplus than origin- 
ally projected due to the Government's inability to fully spend 
amounts budgeted for civil development projects. 


The FY/CY 1982 budget projects revenues of $4.38 billion, down 
somewhat from the $4.67 billion cited in the 1981 budget. This 
reflects the recent decline in oil prices as petroleum revenues, 
estimated at $3.61 billion in 1982, comprise 82 percent of total 
government income. 


After large increases in spending in 1980 and 1981, overall ex- 
penditures are expected to rise only six percent in 1982 to 

$4.32 billion. Spending for defense and security consumes $1.72 
billion, or 40 percent of the total; $887 million is allocated 
for civil development projects, plus another $447 million for the 
Government's share of capital expenditure by Petroleum Develop- 
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ment Oman (PDO). As Oman is blessed with relatively small ex- 
ternal debt, projected loan repayments during 1982 are only 

$104 million. Including amounts transferred to the Reserve Fund, 
the 1982 budget projects a modest surplus of $60 million. Through 
the first half of 1982 figures for revenuesand expenditures were 
running just about on target. 


The oil slump and the consequent decline in revenues have ied to 
budget cutbacks affecting a number of government projects. To 
finance these undertakings, Oman hopes to obtain concessionary 
financing from its more wealthy Arab neighbors (traditional bene- 
factors) and various Arab development funds. The Government's 
credit is good in international banking circles, but as a matter 
of policy Oman has avoided the international financial market. 

How the FY/CY 1983 budget shapes up will depend largely on trends 
in the oil market. Oman's recent decision to increase crude out- 
put by 10 percent will boost revenues, but this may be offset if 
OPEC is forced to lower its prices, as some observers think likely. 
Barring drastic unforeseen circumstances» the 1983 Omani budget will 
probably resemble the 1982 version, but the Government can be ex- 
pected to impose additional cutbacks if deemed necessary to main- 
tain a balanced budget. 


There is no official price index in Oman, although figures are 
published for food/beverages/tobacco and building materials. 

During 1980-81, domestic inflation was an estimated 12 percent, 

but this has decreased during 1982. Like many developing countries 
Oman is subject to “imported inflation" and has thus benefitted 
from the recent decline of inflation in the Western economies. 

On the other hand, local rents and skilled labor costs remain 

quite high. 


BANKING: The Omani financial sector is composed of the Central 
Bank of Oman, 22 commercial banks (14 foreign and 8 local; two 

of them new in 1982), and three specialized banks (Oman Housing 
Bank, Oman Development Bank, and Oman Bank for Agriculture and 
Fisheries). Some observers believe that the number of commercial 
banks is excessive for the Omani market. But 1981 was a good 
year for the banks, and 1982 is expected to be profitable as well 
despite liquidity problems and the slowdown in the economy. 


Total commercial bank assets grew from $1.68 billion in 1980 to 
$2.11 billion in 1981. Thanks to increased government expenditures 
and more credit extended to the private sector, both money supply 
(M1) and domestic liquidity (M2) also showed substantial growth 
during 1981, although this has slackened during the first half of 
1982. One indicator that money has been tighter is the drop in 
government deposits with commercial banks: from $324.6 million 

to $220.3 million during January-June 1982. The liquidity prob- 
lem has been compounded by government regulations limiting interest 





rates for Omani Rials to 11 and one half percent on loans and 

9 and one half percent on deposits. During most of 1982 pri- 
vate investors placed funds abroad to take advantage of the 
higher interest rates prevailing in foreign financial markets. 
However, by yearend the decline in international interest rates 
helped ease Oman's liquidity situation. Commercial bank credit 
continued to rise, reaching $1.0 billion in 1981. Most lending 
goes toward financing imports (51.4 percent); construction (16.2 
percent) and personal loans (15.0 percent) are the other major 
categories. 


The Central Bank of Oman (CBO), established in 1975, plays an 
important role in regulating the financial sector. CBO imposes 
no exchange controls; the Omani Rial is freely convertible and 
is pegged to the U.S. dollar at the rate of $1 = R.O. .345. 
Central Bank assets grew from $783.2 million in 1980 to $1.12 
billion in 1981. CBO imposes minimum reserve requirements on 
the commercial banks and also restricts their lending to 85 
percent of deposits. A number of methods have been adopted 

to help maintain liquidity in the Omani financial sector. 
Commercial banks may not take uncovered positions in foreign 
exchange exceeding 40 percent of the banks' capital and reserves 
in Oman. CBO has also prohibited banks from maintaining Rial 
deposits in non-resident financial institutions. Commercial 
banks may avail themselves of CBO's foreign currency/Rial swap 
facility and its rediscount window. And in 1982 CBO decreed 
that banks maintain at least 10 percent of their lending port- 
folios in the form of discountable bills (as opposed to the 
commonly used overdraft system). 


Oman has no stock exchange or long-term capital market, but the 
Government is reportedly studying the possibility of introducing 
a limited system of public stock trading. Joint stock companies, 
whose shares are generally split among the Government, promoters, 
and the general public, are becoming more common as the Omani 
economy diversifies. At present such shares can only be sold 
privately. 


FOREIGN TRADE: Oman continues to enjoy a healthy balance-of- 
payments situation. Thanks to a record $4.70 billion in exports, 
up 25 percent from 1980, the 1981 trade balance surplus was 

$1.98 billion; $4.43 billion or 94 percent of all export earnings 
came from crude oil exports totalling 120 million barrels. Imports 
also rose in 1981, up 32 percent to $2.73 billion: $2.29 billion 
recorded and $435 million (est.) unrecorded -- the latter mostly 
military-related items. 


The positive 1981 trade balance was offset to some extent by 
services and private transfers, which totalled $794 million. 
Profit remittances by foreign companies almost doubled to $303 
million, while individual remittances by foreign workers (mostly 
Indian and Pakistani) rose 35 percent to $490 million. However, 
the current account balance still showed a surplus of $1.18 
billion. 





Oman continues to rely on imports for virtually all products 
used in the modern economy. The primary SITC import category 
is Machinery and Transport Equipment, which accounted for 40 
percent of recorded imports in 1981 ($907 million). Other 
major import categories include Manufactured Goods, Fuel and 
Lubricants, and Food and Live Animals. 


Japan, which surpassed the UK in 1980, has widened its lead 

as the top exporter to Oman. In 1981 Japanese exports to Oman 
totalled $517.0 million and captured almost one-quarter of the 
entire market. The UK, with $331.8 million and a 14 percent 
market share, was second. (Note: The UAE was technically 
second with $365.3 million and a 16 percent market share, but 
this figure is misleading since virtually all UAE exports were 
really re-exports from other countries, including the U.S.) 

U.S. exports to Oman jumped 80 percent in 1981 to $178.0 million 
(this is the Omani Government figure; the U.S. Government figure 
was $180.4 million), good-for eight percent of the market and 
third place among Oman's real trading partners. Omani trade 
figures reveal a trend toward more imports from countries in the 
Far East and a corresponding decline in imports from traditional 
trading partners in Europe. 


On the export side, almost half of Oman's crude exports went to 
Japan, with most of the balance sold to Europe; 1981 crude sales 
to the United States totalled only 9.3 million barrels. Non-oil 
exports of Omani origin remain rather insignificant, amounting 

to only $19 million in 1981. The leading product is fish, 
followed by dried limes, flour, fruits and vegetables, and dates. 
Re-export trade is small but growing as Omani port traffic in- 
creases. 


Lower oil prices have meant lower export earnings for Oman. But 
despite a slowdown in government spending, the domestic economy 
is still expanding, and imports are expected to rise again in 1982. 
The result should be a smaller trade balance surplus. At the 
same time, growing profit and salary remittances by foreign firms 
and individuals may reduce last year's current account surplus. 


IMPLICATIONS FOR THE UNITED STATES 


Anticipated growth in the Omani economy over the next few years 
will present promising opportunities for U.S. business. And as 
U.S.-Omani political relations continue to develop, it is only 
natural that commercial ties will be strengthened. Omani busi- 
nessmen have a good appreciation of the quality of American pro- 
ducts and the value of American expertise. The Embassy has been 
pleased to see a growing number of American businessmen coming 
to Oman to personally pursue commercial opportunities. 


Yet it is important to recognize that American companies face 
certain drawbacks in the highly competitive Omani market. The 
entrenched position of the British, coupled with rapid inroads by 
the Japanese and others, make market penetration difficult. The 
appreciation of the U.S. dollar against other currencies during 
1982 has made American products less price competitive. Also, 
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the Omani Government, finding itself unable to fully finance a 
number of large projects to be put out to international tender, 
is relying more and more on external financing packages put to- 
gether by the bidders. This often puts American firms at a dis- 
advantage against European and Japanese firms who benefit from 
direct government assistance. 


-- Other handicaps that hinder American business in Oman follow: 


The great distance between the two countries creates delays 
in shipping and compounds communications problems; Omani 
businessmen often complain that U.S. firms are not respon- 
Sive to inquiries and orders. 


The modest size of the Omani market sometimes deters American 
companies accustomed to doing business in Saudi Arabia, Kuwait, 
the UAE, etc. 


Problems occasionally arise under U.S. anti-boycott legisla- 
tion or the Foreign Corrupt Practices Act. 


However, American firms willing to make the necessary commitment 
are likely to find Oman to be a profitable market. 


EXPORTS: As noted above, the United States ranks third among 
exporters to Oman, behind Japan and the UK. The 80 percent in- 
crease in U.S. exports in 1981 was attributable mainly to improve- 
ment in the largest U.S. SITC export category, Machinery and 
Transport Equipment, which almost doubled from $65.7 million to 
$123.7 million. Leading products in this category were drilling 
equipment, generators, cars and trucks, bulldozers and earth- 
movers, cranes, pumps, and compressors. Other major export cate- 
gories included Beverages and Tobacco, $18.7 million (chiefly 
tobacco products); Manufactured Goods, $11.1 million; Food and 
Live Animals, $7.2 million (the leading item was unmilled corn); 
Misc. Manufactured Articles, $6.6 million; and Chemicals and Re- 
lated Products, $6.5 million. Preliminary figures for January- 
August 1982 released by the U.S. Department of Commerce indicate 
that U.S. exports to Oman are running slightly behind the pace 
set in 1981. 


American products have traditionally been strong in the Omani 
market in areas such as oil field equipment, heavy trucks and 
trailers, water drilling equipment, and telecommunications hard- 
ware. Favorable opportunities exist for American firms to capture 
more of the local market for building materials, foodstuffs, 
furnishings, electrical power generation/distribution equipment, 
and automobiles. Potential growth areas of interest to U.S. busi- 
ness include data processing and computer equipment, solar energy 
devices, desalination equipment, and mining and agricultural 
machinery. As in the past, Omani law requires that all imports 
for resale be handled by a registered Omani agent. 





INVESTMENT: The Omani Government maintains a favorable attitude 
toward foreign investment and encourages foreign capital to enter 
the country, albeit in selected areas. There are no exchange con- 
trols nor restrictions on repatriation of capital. In 1982 the 
Ministry of Commerce and Industry announced certain changes -- de- 
signed to benefit Omani interests -- in investment rules under the 
Foreign Business and Investment Law (FBIL). Foreign investment is 
no longer permissible in the trade and service sectors, which the 
Government considers to be sufficiently developed. In other areas, 
the minimum Omani equity has been raised from 35 percent to 75 per- 
cent. However, local equity can be reduced to 51 percent (permitting 
a maximum of 49 percent foreign ownership) in cases that the Govern- 
ment deems important to national development. (Note: This caveat 
could conceivably apply to most enterprises in sectors such as 
agriculture, fisheries, minerals, manufacturing, etc.) Even where 
foreign capital investment is not permitted, licensing and fran- 
chising arrangements may be possible. 


In past years U.S. investment in Oman has been concentrated in the 
oil sector (exploration and oil field services). A couple of 
American contractors and an American architecture/design firm 
operate in the Sultanate, but opportunities for new firms are 
limited in the already saturated construction and engineering 
market. The Government's new industrialization program offers 
opportunities for potential U.S. investors. Singer Co., for 
example, is involved in a joint venture to establish a car battery 
assembly plant. Other American firms are considering agricultural 
projects such as raising dairy/beef cattle. Commercial fishing 
and mining are future possibilities for foreign investment. 


A U.S.-Omani agreement signed in 1977 authorizes the Overseas 
Private Investment Corporation (OPIC) and the Export-Import Bank 
(Eximbank) to provide investment insurance coverage for American 
firms operating in Oman. Policies totalling $103.5 million are 
currently in effect, and applications totalling another $2.9 
million are pending. 


PROJECTS: Most major government projects (those exceeding R.O. 
100,000, or $290,000) are now put out to international tender 
through the Oman Tender Board. U.S. firms that are properly 
qualified -- i.e., registered through a local agent with the 
Tender Board and the Ministry of Commerce and Industry -- are 
welcome to submit proposals. 


From a U.S. commercial standpoint, 1982 has been somewhat dis- 
appointing in that several large projects have gone to foreign 
competitors, particularly British. UK firms won contracts for 
construction of the $400 million plus Qaboos University and the 
$90 million Rusail power plant. Siemens of West Germany has 
recently been awarded a major contract (c. $90 million) for 
telecommunications expansion. However, even in cases in which 
major projects go to foreign contractors, there may arise attrac . 
tive sub-contracting opportunities for American business. 





Upcoming major projects also offer good prospects for U.S. firms. 
American companies have been short-listed for two projects in 

the Ministry of Petroleum and Minerals: the government natural 
gas system expansion project and a copper/chromium prospecting 
project. Petroleum Development Oman (PDO) has plans for replace- 
ment pipelines, gas gathering facilities, pumping stations, and 
other oil field development under its large capital budget 
($368.4 million in 1981). Among other projects of interest are 
expansion of th2 port at Mina Qaboos (c. $90 million), two 30 MW 
gas turbine power stations, a new 500 bed hospital in the capital 
area; a new $20 million radio broadcast studio, and a new earth 
satellite station. 


In addition, special opportunities exist for U.S. firms under 

U.S. Government programs in Oman. The U.S. Army Corps of Engineers 
military construction program involves expenditures of about $300 
million during FY 1981-85. All design work is being performed by 
Stanley Consultants of the U.S. Major Corps milcon projects 
(those exceeding $5 million) are open only to U.S. contractors 

or U.S.-Omani joint ventures. Dillingham Construction Inter- 
national, along with Omani partner W.J. Towell, is constructing 
facilities (runways, aprons, storage facilities, warehouses, etc.) 
on Masirah Island. The contract is worth almost $100 million. In 
late 1982 the Corps awarded a $35.6 million contract for similar 
work at Seeb Airport to a joint venture including Oman Construc- 
tionCo. and Fischback & Moore International of the U.S. together 
with local partner Abdulla Moosa Contracting and Trading Co. 
(Amcat). Pre-qualification for FY 1983 projects at Masirah, Seeb, 
and Thumrait has now closed, but FY 1984 projects at these sites 
will be advertised in coming months. On the civil side, the 
Omani-American Joint Commission water recharge project is being 
tendered to some half dozen American firms, and the $10-15 million 
contract should be awarded sometime in 1983. 


CONSULTANTS AND PROFESSIONALS: A number of Americans are employed 
in Oman as technical or management consultants. The two largest 
groups are Pan American, which helps manage the airports at Seeb 
and Salalah, and Tetra-Tech, which has advisers in the Ministry 

of Petroleum and Minerals, the Public Authority for Water Resources, 
the Musandam Development Committee, and the new Regional Develop- 
ment Committee. Consultants from Arthur D. Little advise the 
Ministry of Agriculture and Fisheries. Through the Omani-American 
Joint Commission, U.S. experts provide services in fisheries and 
manpower planning. Among other areas offering possibilities for 
consultants are computer software, telecommunications, agribusiness, 
and mining. 


Professional services represent another potential growth area. 
Several of New York's "Big Eight" accounting firms are already 
represented in Muscat. An American law firm active in Oman for 
some years has merged with Sidley and Austin of Chicago. George 
Staten and Associates of El Paso has established the first 
American architecture and engineering firm in Oman. And at least 
one U.S. brokerage house is considering opening a branch in Oman. 





CONCLUSION 


Although American businessmen are relative newcomers to Oman, 
the climate is favorable for the development of stronger U.S.- 
Omani ties in the next few years. Because Oman's oil production 
is modest by Gulf standards and because its economy is still 
narrowly based, the market has certain inherent limitations. A 
continued oil price freeze or decline could flatten growth in 
the short term. However, continued government expenditures over 
$4 billion per year and receptive conditions for private enter- 
prise should ensure attractive opportunities in trade, invest- 
ment, and services for American business for a long time to come. 
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